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The publication Part III “The Plant, The Office, and The City,” 
which had been announced for the June issue Tax has been 
delayed somewhat but expected appear within the next few months. 


Nonproperty Revenues and Service Charges' 


MABEL WALKER 
Executive Director, Tax Institute, Incorporated 


From time time events force overhauling tax systems. The decade 
the thirties witnessed great upheaval state tax systems, primarily 
result depression impacts. During the forties important adjustments were 
made the federal tax system order meet defense and war needs. Now 
the fifties the tax spotlight the local governments. The current revolu- 
tionary tax changes are being made this area, rather than state and fed- 
eral finance. 

The process local tax experimentation began the thirties. When New 
York City adopted retail sales tax 1934 and when Philadelphia adopted 
income tax 1938, they were paving the way for widespread new trend 
municipal finance. Further developments took place during the forties and 
the movement has attained considerable momentum during the present decade. 
seems reasonable assume that the trend nonproperty revenues will 
continue and will probably accelerate for least another decade so. 

Economic and sociological developments have their invariable impact 
public finance—federal, state, and local. For example, the dramatic changes 
the state tax systems during the thirties were brought about the 
depression which cut revenues the one hand and added terrific relief bur- 
dens the other. The depression, national defense, war, postwar, and inflation 
problems were responsible for the far-reaching changes the federal revenue 
system. 

Likewise, the forces that are producing the changes the local revenue 
picture are being generated outside the governmental structure. Things are 
happening many fields that affect both the revenues and the expenditures 
the local governments. 


Before talking about these changes, however, should like comment 
underlying problem. cannot proceed very far with considerations 
local finance before taking into account the complex local governmental struc- 
ture that has grown this country and the difficulties imposes orderly 
governmental procedures. 


from address Annual Conference the Municipal Finance Officers 
Association the United States and Canada, June 1956. appear forthcoming 
issue Municipal Finance. Published here through the courtesy the Association. 
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have inherited from our forebears great mass little local units too 
small function efficiently equitably: little school districts that are kept going 
mainly grants-in-aid; little highway units that cannot afford modern and 
efficient road-building machinery and the instances where they get such 
equipment are unable use maximum advantage; little police protection 
units that get the way units set larger bodies; little assessing dis- 
tricts that cannot afford trained and full time assessors; little contiguous cities 
and villages too small meet water supply, sewage, land use, and other needs. 

Not only have inherited welter local units, but have added quite 
few our own and continue so. 

The problem these multitudinous units only partly one size. may 
even more one contiguity. municipality 5,000 10,000 may serve 
useful purpose when the heart the surrounding community, but 
city many 50,000 100,000 may perhaps unjustifiable gov- 
ernmental entity when breaks the homogeneity larger urban area. 

The difficulties created the vast number illogical local units underlie 
most our local fiscal problems. For example, the Tax Institute held two-day 
symposium Financing Education the Public Schools last November. 
Underlying all the discussion state aid, equalization formulas, local ability 
finance education, one could see this problem continually breaking 
through like Banquo’s ghost the banquet. The problem overlapping and 
fragmentation local units has been plaguing the American people for some 
decades and becoming more acute all the time.. 

The problems created the great overgrown metropolises continue baf- 
fle the experts, but many other areas are very much the position 
the farmer who told the county farm agent there was need for him learn 
anything more because knew great deal better than did already. 

may long time settling what should the proper boundary lines 
for Boston New York, but have known for decades that 67,000 school 
districts are far too many. There were 108,000 1942, have made 
some progress whittling them down. eliminated some 50,000 60,000 
these school districts, and and large made the county the administrative 
unit for most rural functions and for assessing purposes--getting rid such pres- 
ent subsidiary units serve clear purpose and even consolidating some the 
small counties—we would means solve all our local finance problems, 
but would certainly eliminate quite few difficulties and make easier 
attack the remaining problems. 


INTENSIFICATION PROBLEMS 


believe that local finance problems will get worse the next decade 
so, because new manufacturing and retailing developments are tending more 
and more located areas beyond the city limits, and also because the 
outward push the population continues. The peripheral location business 
enterprises creates problems both for the central city and also for the fringe, 
even rural, area which, near which, enterprise locates. 


@ 
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has been estimated that more than 150 planned industrial centers (they 
are also called industrial parks) have been established the United States. 
These centers are outlying areas that are developed for industrial use ac- 
cording comprehensive plan. The developers, who may real estate 
interests, railroads, utilities, other groups, install roads, railroad spurs, and 
water and power lines, and then make the area available for industrial plants. 

When the plants move in, governmental services various kinds will in- 
variably follow. Governmental expenditures the area may, therefore, 
expected increase rapidly. Governmental revenues may also expected 
increase substantially. But suppose, often happens, the employees the 
industrial park live municipalities other than that which the park 
located. Then, since the employees and their families will responsible for 
large part the added costs, the resulting governmental burdens and reve- 
nues will not take place the same governmental unit. 

The same situation will result the case many the regional shopping 
centers. Moreover, the extent that the new industrial park the new re- 
gional center draws industry and trade from old established urban areas another 
finance problem arises, since the losing city will lose revenues, but will 
unlikely experience any decrease governmental expenditures. 

The central cities are losing population well industry and trade. 
some cases, the outgoing population transfer place employment well 
residence outside the city. other cases, they continue work the 
city, but live outside the city. they may work outside and continue live 
the city. The population pattern constantly gets more tangled, citizens 
work out more and more complicated patterns living, with contacts 
various governmental units. 

the face these and related developments and the increasing complexity 
the whole local field, what logical, orderly pattern procedure can 
followed developing adequate revenues? 

indicated somewhat earlier, the revenue problem can mitigated 
certain respects abolition some governmental units, consolidation 
others, and reorganization still others, annexation some fringe areas 
the central city. But will not solved any all these devices. 

Economic and sociological developments are too dynamic and too fluid 
fitted into any neat pattern. 

When the governmental researchers shall have worked out the most perfect 
possible plan governmental structure and when the governmental reformers 
shall have secured general acceptance this plan, there will still some 
knotty revenue problems faced, such where get the money, and 
how get it. 


FOR NEw REVENUES 
Many are the revenue devices that are used suggested, but few are the 
productive and dependable revenue sources that are found. There are some 
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eight nine taxes that have fair amount merit revenue producers. Two 
these—the income tax and the sales tax—are major revenue producers. 
might set the following five criteria for imposing local nonproperty 

taxes with priorities listed: 

Administrative feasibility 

Productivity 

Equity 

Innocuity (that is, the quality being non-injurious local enterprise) 

Applicability commuter and contact population 


can dispose the first two rather quickly. Obviously tax not 
administratively feasible, not productive, may ruled out once 
unworthy further consideration. Equity important, but that does not 
mean that tax necessarily has progressive. Many persons have tend- 
ency condemn any tax that not imposed graduated progressive scale. 
view the fact that per cent total federal, state, and local taxes— 
exclusive payroll taxes which are not bona fide taxes—comes from the highly 
graduated federal income tax and that addition there are graduated 
income taxes and graduated federal and state death taxes, seems carry- 
ing the principle progression extreme demand that also 
utilized other areas. 

Moreover, graduation not feasible most cases for local units. The many 
advantages locally imposed taxes appear outweigh the arguments for 
graduated taxes for local support. fairly administered proportional tax can 
defended part the tax structure, particularly for local units. 

should recognized that local tax should non-injurious local 
enterprise, but that definitely does not mean that one take seriously all 
the current statements about the effect taxes industry. There have been 
examples taxes affecting industrial location, but many the claims this 
field are exaggerated. tax may injurious and may even force relocation 
the overall tax burden extraordinarily high, tax discriminates unfairly 
against certain types enterprise, there unfair administration. 

The importance any factor location will vary from industry industry, 
but for most types enterprise other considerations will far outweigh poten- 
tial savings through tax differentials. 

The fifth criterion listed applicability the commuter and contact pop- 
ulation. Including this does not mean that local revenue sources meeting the 
other criteria should ruled out for failure this score, but cities have 
right expect tax support from these commuter and contact populations that 
derive profit and pleasure from city services. 


COMMUTER AND CONTACT POPULATION 


result current developments, local governments are faced with the 
problem exacting some kind tax from those who benefit from services 
the government area, whether they resident population, working population, 
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what might called contact population, that is, persons who neither work 
nor reside the city, but visit frequently for business personal reasons. 

assume that generally speaking, the local government should obtain 
its support from the persons who have located inside and around the city 
order benefit from city services, have tackle the problem how 
tax those persons. 

The property tax served admirably the old days almost all the per- 
sons benefiting substantially from the city lived the city and could reached 
through the property tax, either owners tenants. The property tax also 
reached the business enterprises the city. Now, for the reasons given earlier, 
the property tax longer affects large numbers persons and enterprises 
benefiting from the city and also adding its expenditures. 

What are the potentialities some the newer forms taxes reaching 
the commuter and contact populations? The leading nonproperty taxes the 
order productivity are income, sales, motor fuel, gross receipts and business 
license, liquor, public utility gross receipts, motor vehicle, cigarette 
bacco, and admission and amusement taxes. addition, there are hotel occu- 
pancy, poll, and deed transfer taxes, which occupy more minor roles. 

The local income tax the most important the local taxes from the stand- 
point productivity. Although the total yield from local income taxes 1955 
was less than from local sales gross receipts taxes, this was because three 
four times many cities imposed the latter. Moreover, the local income tax 
the only tax that can expected produce large amounts revenue from 
the nonresident, since reaches the commuter who works the city. 

has been estimated that per cent $48.8 million obtained from the 
Philadelphia tax 1954 came from approximately 90,000 daily commuters. 
St. Louis the nonresident contribution amounted about per cent 
the yield. Cincinnati was per cent, Dayton per cent, and Pitts- 
burgh per 

some extent local sales taxes fall upon the outside population, but because 
the possibility avoiding the tax having goods delivered outside the city 
limits, this tax usually affects the outsider only minor 

Great numbers nonresidents and also noncommuters visit the city fre- 
quently enjoy theatrical and other amusements. The admissions tax offers 
opportunity for the city get some revenue from these visitors return 
for the regulatory and traffic burdens they impose upon the city. 

Taxes motor fuels, alcoholic beverages, and tobacco products will also 
fall limited extent the contact population. 

The hotel occupation tax offers the city another opportunity tax least 
part the contact population, but the tax not widespread nor very 
productive. has been abandoned half the cities that imposed it. 


Sigafoos, The Municipal Income Tax, Chicago: Public Administration 
Service, 1955, 78. 
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much for attempts reach individuals benefiting from the central city. 
What about the fringe industries. Here relatively new and untouched prob- 
lem. industrial park regional shopping center springs just outside 
your city limits, how can you get revenue from that enterprise that will offset 
the additional costs that will result the city from it? This problem going 
become more pronounced all the time. 

quick and easy answer might that the state should tax such enter- 
prises and then aid the localities. Under such procedure, however, areas that 
refuse admit industry would gain unfair advantage. There appears 
easy answer this problem. requires further exploration. 


every state one city more imposing least one the nonproperty 
taxes service charges. Alabama ten these nonproperty revenues are 
being utilized cities, but Connecticut and Delaware, the other extreme, 
only sewer service charges are imposed. 


LEADING MUNICIPAL NONPROPERTY TAXES, 1955 


Frequency Number 
Use Cities States 
Yield Per Cent Which 
Nonproperty Tax Property Tax Total Yield and Over Used 


Income 
Sales 32.66 171 
Gasoline and motor fuel 19,527,041 
Gross receipts and 
business license 145,264,297 
Liquor and alcoholic 
beverage 11,652,291 
Public utility gross receipts 
Motor vehicle 
Cigarette and tobacco 37,198,144 
Admission and amusement 21,607,322 


Source: Municipal Finance Officers Association, Municipal 1956 Supplement 
Where Cities Get Their Money, Chicago, 1956. 


Sewer service charges are imposed one more cities all the states 
except Nevada. Local garbage and refuse service charges are found cities 
states. Public utility receipts taxes are the most widespread nonproperty 
taxes. They are found 341 cities states. Next come admission and 
amusement taxes 197 cities states. Gross receipts and business license 
taxes are found 189 cities states; sales taxes 171 cities states; 
motor vehicle taxes cities states; cigarette and tobacco taxes 
cities states; income taxes cities states; gasoline and motor 
fuel taxes cities states; and liquor and alcoholic beverage taxes 
cities states. These are the nine most important nonproperty taxes. 


from Municipal Finance Officers Association, Municipal Nonproperty Taxes: 
1956 Supplement Where Cities Get Their Money, Chicago, 1956. 
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ANTICIPATED TRENDS 


There seems every reason anticipate continued and greatly increased ex- 
ploitation nonproperty taxes and service charges during the coming years. 

The flat rate local income tax the most productive the local nonproperty 
taxes and also measures the other criteria previously listed admin- 
istrative feasibility, equity, innocuity, and applicability the commuter pop- 
ulation. There opposition from several directions, particularly from 
those persons who have developed allergy income taxes one extreme 
and those who insist upon graduated taxes the other. Nevertheless, there 
are certain inexorable developments that believe will eventually lead 
fairly widespread adoption the income tax large cities. 

Put bluntly, these developments are: first, the cities are going need more 
money; second, unfair that the resident population saddled with the 
entire cost supplying services that are direct benefit great numbers 
persons who live outside the city; third, the flat rate income tax the most 
productive local nonproperty tax; and fourth, offers the only really effective 
way presently being used getting support from the commuting population. 

The case for using the small local units more dubious. Some the 
small local units now using the income tax Pennsylvania perhaps 
existence all. Both the income tax and the sales tax appear more 
defensible for use larger cities possibly some cases than 
smaller units. 

The sales tax used more widely local governments than the income tax, 
and its use will probably continue and spread. also highly productive and 
lends itself, least the larger units, satisfactory administration. is, 
however, more injurious from the business standpoint; more burdensome 
the lowest income groups; and fails reach the commuter and contact 
population, except the purchase small items. 

number the other taxes mentioned earlier can justified elements 
the tax structure, depending upon local circumstances. city may, how- 
ever, well consider whether better concentrate building effective 
administration one two the more productive taxes preference 
hodgepodge minor taxes. The situation will differ markedly, course, from 
place place. 


With considerable oversimplification, may said that our objectives with 
respect municipal revenues fall into three main categories: 


Achieving the most logical pattern governmental unit. 

Making the unit selfsupporting the greatest extent possible through lo- 
cally-imposed taxes, falling some extent upon commuter and contact pop- 
ulation. 

Perhaps—and this very tentative suggestion—some possible adjustment 
the pattern taxing business enterprises state county basis, accom- 
panied state aid. 


